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INDIA - KEY ECONOMIC INDICATORS 


All values in U.S.$ million unless Exchange rate™% U.S.$1.00=Rs.9.00 
otherwise indicated. Indian fiscal 
year is April 1 to March 3l. 
Estimated Percent 
1980-81 1981-82 Change 


B Gs C/B 

INCOME, PRODUCTION , EMPLOYMENT 
GNP at Current Prices billion) 139-57 155.90 iw 
GNP at Constant (1970-71) Prices ($ billion) 62.85 65.81 
Per Capita GNP, Current Prices ($) 205.86 225.80 
Industrial Production Index (1970=100) 154.0 167.0 
Agricultural Production Index 

(1967/68-69/70=100) 135.2 140.6 
Labor Force (million) 281 287 
Number of Persons Registered at 

Employment Exchanges (million) 14.7 16.2 17.8 


MONEY AND PRICES b/ 
Money Supply with Public’ ($ billion) 51.99 61.46 69.20 
Prime Lending Rate (State Bank of 

India) (percent) 13.0-16.5 16.5 16.5 
Wholesale Price Index (1970-71=100) 217.6 20'a3 280.5 
Consumer Price Index (1960=100) 360.0 401.0 451.0 


BALANCE OF PAYMENTS AND TRADE 
SDRs, and Foreign Exchange Reserves , gross 7,204 6,858 4,500 
External Debt 13,416 15,100 17,200 
Annual Debt Service 1,066 1,083 50 
Overall BalanceC/ 224 -1.323 =<3,028 
Balance of Trade -3,030 -7,330 -6,800 
Indian Exports, FOB 7,994 8,494 9 ,000 
U.S. Shared/ 1,038 1,098 1,202 
Indian Imports, CIF 11,024 15,824 15,800 
U.S. Shared/ 1,167 1,689 1,748 


Major imports from U.S. (1979) :machinery and transport equipment, 373; chemicals, 

282; oils and fats,167. Major exports to U.S.(1979): precious and semi-precious stones 
and pearls, 195; textile articles, 177; wearing apparel and accessories,160; coffee 

and tea 80. 


a/ Foreign trade rupee data converted into dollars at Rs.8.08 for 1979-80, Rs.7.90 
for 1980-81 and Rs.9.00 for 1981-82. 
b/ Includes time deposits. 


c/ Current and Capital Accounts Balance. 
d/ Calendar year figures (1979, 1980, 1981). 


Sources: GOI Central Statistical Organization, Reserve Bank of India Bulletin, 
GOI Economic Survey, U.S. Department of Commerce, World Bank. 





SUMMARY 


By sustaining a substantial improvement in the performance 

of infrastructural industries over most of 1981-82, the 
Indian economy demonstrated remarkable resilience following 

a quite difficult period which began with the 1979 drought. 
The Embassy estimates that India's GNP in real terms grew 
about 5 percent based on a growth rate of approximately 4 
percent in agriculture and 8.5 percent in industry. (GNP in 
1980-81 grew 7.5 percent compared with a decline of 4.5 
percent during 1979-80.) Foodgrains production reached a 
record level of around 133 million metric tons (MT) but 
failed to hit the 1981-82 target of 138.5 million MT. While 
power generation and coal output exceeded targets, industrial 
consumers continued to experience power shortages and had to 
cope with poor quality coal. The Indian railways carried a 
record level of freight traffic, over 220 million MT, up 12 
percent from 1980-81 and 5 million MT higher than the 1981-82 
target. 


The budget deficit for Indian Fiscal Year (IFY) April 1981- 
March 1982 exceeded the initial estimate by 10 percent, 

rising to $1.89 billion. However, the budget for IFY 1982- 

83 projects a somewhat smaller deficit of $1.53 billion. 

Fiscal policy during 1981-82 focussed chiefly on resource 
mobilization by raising administered prices of industrial 
inputs as well as increasing interest rates to promote savings 
and investment. Tight monetary policy and liberal imports of 
scarce essential commodities reduced inflationary pressure in 
1981-82, with the rate of price increases decelerating to about 
9 percent from 18.2 percent the previous year. Energy develop- 
ment continues to be assigned high priority. The 1981-82 annual 
Development Plan allocates 32 percent of total expenditures to 
this sector. 


Notwithstanding an expected decline in the trade deficit from a 
record $7.33 billion in 1980-81 to around $7 billion in 1981-82, 
pressure on India's foreign exchange reserves continued. The 
Embassy estimates that India's gross foreign exchange reserves 

at end March 1982 were $4.50 billion, down from $6.86 billion a 
year ago. Of the $5.7 billion Extended Fund Facility approved 

by the IMF in November 1981, India borrowed $677 million during 
1981-82. With further liberalization of import policy announced 
in April 1982 and a continuing requirement for raw materials to 
sustain the tempo of industrial output, the Embassy anticipates 
continued pressure on foreign exchange reserves. The Embassy 
anticipates that the rising trend in Indo-U.S. trade will continue 
due to growing technical collaboration between U.S. and Indian 
firms. This will result in increased imports from the United 
States of high technology products, machinery and equipment, and 
raw materials. India's growing oil exploration and power develop- 
ment program can potentially absorb much of the likely increase in 
imports from the United States. END SUMMARY. 
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ECONOMIC SITUATION AND TRENDS 


NATIONAL PRODUCT: India's GNP grew in real terms about 
ent 


during 1981-82 compared with 7.5 percent the previous 


The average annual growth of 6 percent in the first 2 


the Sixth Plan (1980-85) exceeded the 5.2 percent plan 
Per capita income (at 1981 prices) is roughly $226, one 


lowest in the world. The gross domestic savings rate in 
is nevertheless expected to exceed the previous year's 


2.2 percent. Though quite high, it is somewhat below 
=vel of 24.4 percent reached in 1978-79. 


URE: Despite early withdrawal in September 1981 of the 


Summer) monsoon and moderate to heavy unseasonal 


rains over most of the wheat producing northern states, 
agriculture is expected to record a production increase 


4 percent in 1981-82. Agricultural production increased 
nt in 1980-81, rebounding from a 15.5 percent decline 
lted from the severe drought of 1979-80. The Embassy 
fostacaid production in India will reach about 133 

for 1981-82, up by more than recent from the 

r but significantly lower th the target of 138.5 
Production of pulses remains ae around 12 million 
where it has stagnated for over two decades. Any 
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nt breakthrough appears unlikely in the near future. 
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1€@ Sugarcane crop reached 178 million MT, up 18.3 


rer 1980-8l--a factor which contributed substantially 


xy inflation during 1981-82. Production of cotton 
lso remained stagnated at 1980-81 levels. 


33 annual plan allocates $2.89 billion to agricultural 
development, up 11.6 percent over the previous year 
terms. Agricultural development policy focuses 
(a) expansion of irrigation potential, (b) efficient 
ter management, and (c) stabilization and ie coe oe 
-ivity in dry and rain-fed areas. While 5 million 


have been added to the total land under irrigation 


first two years of the Sixth Plan, the Government of 
I) plans to add 3 million more hectares annually during 


ning 3 years of the Sixth Plan. Agricultural production 


for 1982-83 are 142.7 million MT for foodgrains, 12.0 


for oilseeds, 190 million MT for sugarcane, 8.6 million 
cotton, and 8.5 million bales for jute and mesta. Given 


‘-tfall from 1981-82 production sae ees, the Embassy considers 
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9-83 targets to be highly ambitious. Fertilizer consumption 
g gniy 


9.5 percent to 6.1 million MT of NPK. Despite increased 
orices, farmers continue to find that fertilizer 


on is economically advantageous. 
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Although India imported 2.25 million MT of wheat, government- 
owned foodstocks nevertheless declined marginally from 11.49 
million MT on February 1, 1981, to 11.34 million MT on 

February 1, 1982. This is significantly lower than the 15 
million MT buffer stock called for by the Sixth Plan to minimize 
the impact of weather on food prices. Rice procurement increased 
Significantly to 6.71 million MT as of April 25, 1982, compared 
with 5.57 million MT during the entire procurement season of 1981. 
The Embassy estimates a record 7 million MT rice procurement this 
season. 


INDUSTRY: Industrial production in 1981-82 grew 8.5 percent, 

doubling the previous year's growth rate of 4 percent. This 

is largely due to improvement in performance of infrastructural 
industries, particularly coal, power, and rail transport. 

Significant growth was recorded in coal (9.7 percent), crude 

steel (19 percent), cement (13 percent), aluminum (15 percent), 

and nitrogenous fertilizers (45 percent). Largely owing to the 
accumulation of huge inventories, production of cotton and jute 
textiles dropped during the year. Tea production suffered because 

of unfavorable weather. At the same time, the GOI introduced 

a series of measures to promote industrial production including 

(a) provision of institutional finance for modernization to all 
industries, (b) liberalization of capital goods and raw materials 
imports for export-oriented industries, and (c) simplification of 
industrial licensing procedures. Power generation, a critical 
industrial input, for the first time in many years exceeded its 
target by a modest 0.7 percent increasing to 122.9 billion units, 

up 10.1 percent over 1980-81. Nevertheless, this fell considerably 
short of the total requirement of 137 billion units. While the 
thermal generation in 1981-82 rose by 13.4 percent over the 

previous year, hydroelectric generation increased by only 6.5 
percent. Thermal capacity utilization increased modestly from 45 
percent in 1980-81 to 47 percent in 1981-82. Capacity utilization 

in 1981-82 was nevertheless well below the peak 55.3 percent 

achieved in 1976-77 and considerably lower than the achievable norm 
of 58 percent recommended by an expert committee. Several industries 
in the Bihar/West Bengal iron and steel belt continued to be hampered 
by power shortages, notwithstanding an increase of 40 percent in 
power output and over 50 percent capacity utilization during 1981-82 
by the Damodar Valley Corporation. Acute power shortages were also 
experienced in the States of Rajasthan, Madhya Pradesh, Tamil 

Nadu, and Orissa. Addition of 2,300 MW to generating capacity during 
1981-82 fell significantly short of the 3,212 MW target owing to 
shortages of steel and cement as well as delays in supply of equipment. 
The target for this year is to add 3,500 MW of capacity to 

power generation. Power transmission losses 

estimated at between 15 and 20 percent, perhaps one of the highest 
in the world, also contribute significantly to the power shortage. 
Considering the record of slippage between targets and achievement, 
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the Sixth Plan target of 20,000 MW in added generation capacity 
appears unlikely to be realized, suggesting that Indian industry 
is likely to face power shortages for the foreseeable future. 
However, the GOI has decided to approve construction of captive 
power plants for major public sector corporations such as steel 
fertilizers, and aluminum. Follow-through on this policy will 
help to alleviate power shortages in these key industries. 

Other industrial users may also construct captive plants, provided 
that they set up a consortium to do so. 


The corporate sector in 1981-82 raised over $500 million in bonds, 
and common and preferred stocks. This is a record and compares 
with only $125 million raised the previous year. The corporate 
sector in general reported better sales and declared higher 
dividends, reflecting improved overall financial performance 
despite prevailing tight money conditions. To make bonds more 
attractive to the general public, the GOI raised the interest 

rate on 7-year nonconvertible bonds from 13.5 percent to 15 
percent. The debt/equity ratio of two to one is to be relaxed 
for investment in capital intensive projects such as fertilizers, 
petrochemicals, cement, paper, and shipping. To reduce corporate 
sector reliance on commercial banks for finance, the GOI is taking 
steps to encourage formation of a secondary capital market. 





Significant improvement by the Indian Railways in movement of 
freight traffic also helped to sustain a higher level of industrial 


production. Freight traffic moved in 1981-82 reached a record 
high of over 220 million MT, up 12.8 percent over the previous year 
and also exceeding the annual plan target by 5 million MT. - The 
target for this year is 230 million MT. However, given the 
inadequate level of funding for railway modernization, the Embassy 
expects rail traffic bottlenecks to re-emerge during this fiscal 
year. 


The Government's enactment of the Essential Services Maintenance 
Act in November 1981 permits government intervention against 

labor and other disruption in critical industries and should 
constrain large-scale strikes in the key sectors. Nevertheless, 

a still-unresolved 4-month strike in the Bombay textile industry 
probably will increase 1982 workdays lost from strikes and lockouts 
above the 1981 figure of 22.56 million. Workdays lost in 1981 
exceeded 1980 figures of 21.93 million largely because of a 10-week 
strike in Bangalore's large public sector enterprises. The textile 
strike in combination with recessionary trends particularly in the 
engineering (metal fabrication) industry could constrain industrial 
output in 1982-83. 
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in order to sustain the tempo of production during 1982-83, 
the GOI has relaxed industrial licensing policy, permitting 
authorization of an additional one-third of production 
capacity based on highest production achieved in any one of 
the preceding five years ending 1981-82. It also provides 

for a similar authorization of additional one-third capacity 
based on the best performance during the current year. 
Industrial units are free to add equipment required to expand 
capacity up to 25 percent. Also to promote production in core 
sector industries for export and import substitution, large 
industrial houses and FERA (Foreign Exchange Regulation Act) 
companies have been allowed to establish industries in the 
core sector. The GOI has enlarged the core sector list to 
include industries applying sophisticated technology such as 
rubber and printing machinery, and reproduction and multipli- 
cation equipment. Deregulation of prices of industrial inputs 
is also under consideration. The GOI has already deregulated 
steel product prices and has introduced a dual pricing policy 
for cement to attract new investment for modernization and 
expansion of these idustries. Given these policy changes and 
the high growth rate achieved in 1981-82, the Embassy anticipates 
that industrial production growth will be between 5 and 7 percent 
in 1982-83. 


FISCAL AND MONETARY TRENDS: Despite increases in administered 
prices of several products--including crude oil, cement and 


drugs--during 1981-82, the average growth in wholesale prices 
decelerated to about 9 percent compared with an increase of 

18.2 percent in 1980-81. This was due to (a) a restrictive 
credit policy in combination with an increase in the Reserve 
Bank discount rate from 9 to 10 percent, (b) liberal imports 

of scarce essential commodities, particularly wheat and edible 
Oils; and (c) increased availability of industrial inputs due 

to significant improvement in performance of infrastructure 
industries. The wholesale price index (1970-71=100) was 275.3 
on March 27, 1982, up only 1.7 percent from last year compared 
with an increase of 16.7 percent over the comparable period the 
year before last. Cereals prices, which form an important 
component of the consumer goods basket, nevertheless remained 
reasonably firm through the year despite a good crop, particularly 
of foodgrains, for the second year in a row. The consumer price 
index rose, however, by 12.5 percent over 1980-81 in sharp 
contrast to decelerating wholesale prices. 


The revised budget deficit for 1981-82 amounted to $1.89 billion, 
up 10.5 percent over the figure budgeted initially in February 
1981, owing chiefly to increased defense expenditures and higher 
financial assistance to states. Notwithstanding Central 
Government support, the states' fiscal position deteriorated 
sharply in 1981-82 with overdrafts reaching a record $1.60 
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billion at March end 1982 compared with $660 million at the 
beginning of the fiscal year. Although the 1980-83 GOI budget 
projects a somewhat lower deficit of $1.53 billion, it contains 
fiscal and tax concessions to promote production and investment. 

On the other hand, the budget increases rates of auxiliary duties 
across the board by 5 percentage points on all imports with some 
exceptions, while also reducing excise taxes on basic raw materials 
to promote production. The corporate tax structure by and large 
remains unchanged. State budgets continue to indicate wide 
deficits with only modest efforts to raise new resources. 


Due largely to a restrictive credit policy and declining foreign 
exchange reserves, growth in overall monetary resources sharply 
decelerated to 12.3 percent in 1981-82 compared to an 

increase of 18.3 percent in 1980-81. Likewise commercial bank 
deposits grew by 15.2 percent compared to 19.6 percent in 1980-81. 
The Reserve Bank's policy of restricting credit availability slowed 
the increase in overall bank credit in 1981-82 to 16.7 percent 
compared to a 17.8 percent increase the previous year. 


PLANNING: The GOI public sector 1982-83 annual plan calls for 
an expenditure of $23.49 billion, a 21 percent increase over 
the previous year. Adjusted for inflation, total outlay during 
the first three years of the Sixth Plan (1980-85) will account 
for only 42 percent of projected public sector expenditure 


totaling $121.88 billion at 1979-80 prices. If the plan targets 





are to be met by 1984-85 the pace of expenditure will have to be 
accelerated in 1983-84 and 1984-85. Energy sector development has 
been assigned highest priority in the 1982-83 plane accounting for 
32 percent of total expenditure. This is chiefly intended to 
increase domestic petroleum production from about 40 percent of 
requirements in 1981-82 to roughly 70 percent in 1984-85. The 
$1.26 billion railway capital budget, however, unchanged from 

the previous year, is seriously inadequate to meet the growing 
need to modernize the railways. Lack of adequate investment in 
this vital sector in the past resulted in serious bottlenecks and 
impaired industrial growth. Other major expenditures include 

$960 million for expansion of existing steel plants and construction 
of a 3.4 million MT capacity plant at Visakhapatnam, and $560 
million for the chemicals and fertilizers sector. Expenditure on 
family planning this year is increased to $270 million from $170 
million the previous year. 


BALANCE -OF -PAYMENTS: India's balance-of-payments position, for 
the second year in succession, remained under severe pressure. 
Preliminary trade data indicate that India's trade deficit during 
the first 9 months (April-December) of 1981-82 was $4.57 billion 
compared to $7.33 billion during all of 1980-81. While exports 


of certain products like textiles, engineering goods, and jewelry 
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increased, leather products and oilcakes were sluggish owing 

to recession in developed country markets. Despite GOI efforts 
to step up exports, the Embassy estimates that India's total 
1981-82 exports will remain at roughly $9 billion, but rising 
in rupee terms by about 15 percent. During the same period, 
the Indian rupee depreciated against the U.S. dollar by about 
12 percent. 


The Embassy estimates that 1981-82 Indian imports remained 
unchanged at last year's level of $15.8 billion. The declining 
value of petroleum and fertilizer imports was largely offset 

by imports of wheat and other industrial inputs. Petroleum, 
fertilizers, and edible oil accounted for roughly half of total 
imports during April-September 1981. With the GOI emphasizing 
domestic production of critical inputs such as fertilizer, 

steel, cement, edible oil, newsprint, and aluminum, imports of 
these products are expected to decline in 1982-83. In addition, 
the soft international crude market should continue to help India 
to reduce its import bill during this fiscal year, notwithstanding 
import liberalization measures the GOI announced for 1982-83. 
Highlights of this policy announced on April 5, 1982, include an 
increase in the number of raw materials, components and consumables 
placed on the Open General License List; a 10 percent increase in 
the value of automatic licenses; liberalization of supplementary 
licenses (tied to export quotas), an increase in the value of 
licenses for new industrial units in the small scale sector; the 
addition of 85 types of machinery used in the electronics, textile, 
dairy, chemical, and printing industries to the Open General License 
List; moderate simplification of licensing procedures, the latter 
comprising devolution of decisionmaking, tssuance of bulk advance 
licenses; and publication of categories for which importers need 
not advertise their requirements. Other aspects of the policy 
include assistance to export and trading houses, concessions to 
non-resident Indians investing here, and abolition of import- 
licensing formalities for 100 percent export-oriented units. 


India's foreign exchange reserves continued to remain under severe 
pressure for the second year and totaled approximately $4,500 
million as of March 31, 1982, down from $6,858 million a year ago. 
Excluding IMF borrowings of $1,647 million, India's net reserves 
are estimated at $2,583 million. With remittances tapering off 
despite the increase in interest rates by 2 percentage points and 
likely increased commercial borrowings, the Embassy anticipates that 
pressure on reserves will continue during this fiscal year. India 
is also expected for the first time to seek loans from the Asian 
Development Bank. To supplement foreign exchange reserves, the 
GOI plans to invite foreign firms which can arrange financial 
assistance on soft terms with the help of their governments to 
undertake industrial projects in India. 
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Other areas in which U.S. firms' export promotion efforts might 

be rewarded are railroad equipment, equipment used in petroleum 
exploration and development, refining and petrochemical processes, 
shipbuilding, ship repair and port maintenance equipment, 

component technology machine tools, and assembly line equipment for 
the auto industry. 
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